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SUMMARY 


The Sudanese economy showed improved real growth over the last 
year, primarily because of increased agricultural production. 
The country's financial position deteriorated, however, as 
the large trade deficit persisted and arrears accumulated on 
foreign debt. Inflation returned strongly. The Government 
carried out tough austerity end reform measures which are sup- 
ported by the IMF, although relations with the Fund have been 
difficult. Sudan's economic outlook is difficult. Financial 
problems will continue to attract world attention. The key 

to long-term recovery is the effort to improve productivity 
and exports in the agricultural sector. Oil remains an impor- 
tant question mark. 


Relations between Sudan and the United States are friendly, 
although the U. S. economic presence is conditioned by Sudan's 
economic problems. Sudan currently represents a shrinking 
import market. U. S. exports are dominated by wheat and capital 
goods, particularly agricultural equipment. The most important 
factor in U. S. export sales is concessional financing, with 
USAID, the World Bank, and Arab funds being the most important 
sources. Commercial financing is more difficult. Information 
on commercial opportunities is available from the Embassy, USAID, 
the Department of Commerce, U. S. banks with branches or offices 
in Khartoum, and the Sudan-U. S. Business Council. The Sudan 
officially welcomes foreign investment and offers a stable 
political climate. Financial problems and difficulties of 
operating in the country, however, have kept foreign investment, 
outside petroleum exploration, to a minimum. 


RECENT ECONOMIC PERFORMANCE 

The Sudanese economy showed improved real growth in 1981/82. ‘2? 
Greatly increased production in the agricultural sector plus 
continued strength in construction and transport 

offset declines in the commercial and financial sectors 
caused by lack of foreign exchange. Since preliminary figures 
for 1980/81 show real growth of 0.5% in spite of a poor perform- 
ance in agriculture, we would guess that real growth in 81/82 
was at least 2%. This continues a pattern of slow improvement 
over the last three years, and contrasts with the country's 
increasingly disorderly financial situation. 


unless otherwise stated, all figures refer to the Sudanese fiscal 
year, which runs from July 1 to June 30. 





The most hopeful development in the past year is the increase 
in cotton production. At 800,000 bales, the 1981/82 crop is 
the best in four years and represents a 55% increase over the 
disastrous 1980/81 season. Productivity nearly doubled, from 
2.1 kantars per feddan to 3.6. (4) It is difficult to weigh 
the various factors responsible for this result, but improved 
agronomic practices, better pest control, increased production 
incentives, and good weather all played a role. The Gezira 
Scheme also benefitted from an infusion of new equipment and 
spare parts through the first phase of the World Bank's agri- 
cultural rehabilitation project. 


Major rainfed crops also showed greatly increased output last 
season. Production of sorghum was over 3 million tons, an 
incredible increase over last year's 2.1 million tons, as 
farmers, particularly in the mechanized sector, responded to 
last season's high prices. Groundnut output, at 850,000 tons, 
was 20% over 1980/81. Millet, sesame, and gum arabic were also 
up. These production increases have proved a mixed blessing, 
however. In the case of sorghum, lack of modern storage facil- 
ities and difficulties in transport have held back exports and 
resulted in gluts in some areas and relative scarcity in others. 
Prices collapsed in major producing areas during the first half 
of 1982. Groundnut prices fell by more than half. 


Performance over the past year in other sectors was mixed but 
generally disappointing. Industrial production was hampered 
by shortages of foreign exchange for fuel, spares, and inputs, 


and by power cuts. There were some exceptions: The Kenana 

Sugar Factory had a good year, producing 164,000 tons, and private 
sector oil seed mills did well. The textile industry and public 
sector sugar mills continued in a depressed condition. Vigorous 
residential and office building construction was evident through- 
out Khartoum, fed by remittances from Sudanese abroad and by Arab 
investment. Commercial activity was hampered by lack of foreign 
exchange and declining import volumes. 


FINANCIAL PROBLEMS. In spite of a somewhat better performance 
in the real economy, Sudan's financial position deteriorated 
over the past year. While 1981/82 should see marginal improve- 
ment on the trade balance because of increased cotton exports, 
reduced sugar imports, and oil price stability, the trade gap 
will still be in the range of $1 billion. The severe shortage 
of foreign exchange in both the official and the free market 
reduced the volume of imports, with a serious impact on pro- 
duction in some sectors. Long gas lines appeared in Khartoum, 
and supplies of wheat were short. The free market dollar rate 
rose from LS 1.05 to more than LS 1.40 during 1981/82. The 
Government attempted unsuccessfully from June to August to set the 
rate at LS 1.15. 


(2) 


One feddan = 1.04 acres 
One kantar = 312 pounds of seed cotton 





The Sudan continued to accumulate external arrears in 1981/82, 

as the weak foreign account made it impossible to service an 
external debt now estimated at well over $7 billion. An agree- 
ment to reschedule about $500 million in debt to private banks was 
Signed December 30, 1981 but had to be amended only three months 
later when it became evident the Bank of Sudan could not make the 
large initial payment in full. In March, 1982, the Sudan and 
major western creditor governments reached agreement on a second 
Paris Club rescheduling of official debt, covering payments due 
from June 30, 1981, to December 31, 1982. The GOS has already 
accumulated substantial arrears on payments due under the 1979 
Paris Club rescheduling. This problem could not be dealt with 

in the second rescheduling. 


Tough measures taken during 1981/82 appear to have brought about 
some improvement in the central government's financial position. 
The Government reduced expenditure by eliminating subsidies on 
sugar, fuel and bread. (The increase in sugar prices sparked 
disturbances in January.) Across the board import duty increases, 
changes in customs valuation procedures, new excise taxes, and 
continued rapid growth of direct tax collections increased reven- 
ues. A smaller deficit is budgeted for the coming year, al- 
though at LS 567 million it is still large in proportion to GDP. 
The deficit will be entirely financed by foreign borrowing, 
according to the budget. Borrowing from the banking system 
during the past year appears to have kept within the ceilings 
established by the IMF Extended Financing Facility and the sub- 
sequent 1982 Standby (see below). 


1981/82 saw a recrudescence of inflation. Precise figures are 
not available but the Government itself calculates a 25% increase 
in the cost of living index for 1981/82, compared with a 20% rise 
recorded in 80/81. Most observers would estimate a much higher 
rate, with the figure usually cited between 30 and 40%. The 
increase in prices was presaged by the Government's failure to 
control credit expansion in 1980/81 and the consequent rapid growth 
of money aggregates in Sudan's supply constrained economy. The 
rate of inflation currently appears to be receding somewhat. 
Credit is under tighter control and the Government's fiscal mea- 
sures should also have a deflationary effect. The 1982/83 budget 
assumes a 22% rate of inflation for calendar 1982. 


ECONOMIC POLICY DEVELOPMENTS. The Government implemented important 
belt-tightening and reform measures during the past year in an 
effort to deal with the country's economic problems. In a tele- 
vision speech November 9, 1981, President Nimeiri presented a stark 
analysis of the country's economic dilemmas and announced a series 





of measures, including unification and devaluation of the exchange 
rate, withdrawal of consumer subsidies, tax increases, fiscal re- 
straint, and reform of public sector enterprises. The devaluation 
was effectively 80% for nearly one-half of Sudan's imports -- in- 
cluding such basic commodities as wheat, petroleum products and 
sugar -- and 12.5% for the remainder, meaning that substantial 
price increases resulted throughout the economy. An increase 

in the price of sugar late in 1981 sparked student rioting in 
Khartoum and other cities. In spite of these political problems, 
however, the Government reaffirmed its determination to maintain 
austere economic policies and, indeed, it eliminated direct wheat 
subsidies by July, resulting in about a 30% increase in bread 
prices. 


While the Government is committed to reform policies for its own 
reasons, the new measures are clearly related to continued IMF 
support. Relations between the Fund and the Government during 
1981/82 were difficult. The three-year Extended Fund Facility 
(EFF) initiated in 1979 was terminated after only two years in 
mid-1981 when Government and Fund negotiators were unable to reach 
timely agreement on the program. To replace the EFF, the IMF 
Board approved a one-year Standby for calendar 1982 based on the 
November economic policy measures and assurances from donors that 
enough support would be forthcoming to close the anticipated 
balance of payments gap. The first tranche of the Standby was 
paid in March but the subsequent tranche was delayed 

because of Sudanese arrears on Paris Club reschedulings. 

The Sudan should receive about $190 million from the standby, 

net of repayments due the IMF. 


An extraordinary amount of donor assistance has been committed 
to the Sudan in 1981/82. The U. S. alone has committed about 
$155 million in economic assistance for fiscal year 1982, mostly 
in import financing and food aid. Saudi Arabia has already dis- 
bursed $100 million in balance of payments assistance and also 
made a grant of crude oil worth about $70 million. These and 
other commitments were made at an unusual donors conference held 
in Paris January 27 to generate pledges of additional assistance 
to close the projected 1982 balance of payments gap. 


ECONOMIC PROSPECTS. The economic outlook for Sudan is difficult. 
Even on optimistic assumptions about aid flows and productivity 
increases, the Sudan will not approach internal and external 
equilibrium until the 1990's. Oil discoveries, while they could 
give a psychological boost, could not begin to make much of a 
difference before the end of the decade because of the cost of 
development. 





Sudan's continued financial problems will attract the most inter- 
national attention over the coming months. Very large trade and 
current account deficits must be anticipated and these will make 
it difficult if not impossible for the Government to service its 
large debt. This will lead to frequent crises with Sudan's pri- 
vate and public creditors, and with multilateral agencies. Even 
more serious, given the country's declining access to international 
credit and the low probability that aid flows will increase signi- 
ficantly over the coming years, a further decline in the real 
level of imports seems inevitable, with a deleterious effect on 
living standards, production, and investment. 


Increased productivity in the irrigated agricultural sector, where 
most of the country's export crops are produced, is central to 

the Government's effort to break the vicious circle. The Govern- 
ment took a significant step forward in December 1981, when it 
switched from the joint account to the individual account system 
in the Gezira, the largest cotton growing scheme. This reform is 
designed to remove the disincentive to cotton production implicit 
in the previous system. The devaluations implemented in 1981 also 
increased returns to cotton producers. The increased cotton pro- 
duction in 1981/82 was encouraging, although one year is not 
enough to tell us whether a trend towards improved productivity 

is beginning. 


Prospects in other sectors are not brilliant. In the rainfed sector, 
the overproduction of sorghum and the fall in groundnut prices this 
season probably augur lower production next season. In the case of 
sorghum, this might be a net plus since production on mechanized 
farms is energy - intensive and export prospects are limited. Sugar 
production should increase again next year, bringing the country 
closer to self-sufficiency. Industrial, commercial and service 
sectors will probably be depressed because of the lack of foreign 
exchange. We suspect construction will continue to boom, 


The most problematic factor in Sudan's future is oil. Bids will 

be considered early next year for the construction of a 25,000 b/d 
refinery at Kosti to process oil from Chevron's Unity Field, if 
sufficient financing is found. If built, the refinery could come on 
stream by 1986. A pipeline from Kosti to Port Sudan to export crude 
oil is being considered as an alternative. Vigorous oil exploration 
is proceeding, both in the Sudan's interior, where six oil finds were 
reported in the last year, and along the Red Sea coast. U. S. 
companies are in the forefront of this effort. It should be stressed, 
however, that at this time recoverable reserves sufficient to 

justify the huge investment required to make Sudan an oil exporter 
are not known to exist and that several more years of exploration 
will be necessary to determine the country's full potential. 





IMPLICATIONS FOR THE UNITED STATES 


Relations between the Sudan and the United States are close and 
friendly. This reflects a general convergence of views between 

the two governments on international issues and a U. S. recognition 
of the constructive role Sudan plays in Africa and the Middle East. 
Levels of economic and military assistance are correspondingly 
high. Commitments of economic assistance in U. S. FY 82 amount to 
$155 million, and it is anticipated that aid levels will remain 
high for the foreseeable future. The U. S. also provided $100 
Million in military assistance in FY 82. 


Economic relations between the United States and Sudan are con- 
ditioned by the Sudan's economic problems, U. S. assistance pro- 
grams, and the prospects for oil. Sudan's lack of foreign ex- 
change and restricted access to international credit limit the 
potential for U. S. sales. Investors are deterred by the country's 
financial problems, which raise questions about the ability to 
repatriate profits and dividends, and by the formidable difficul- 
ties of operating here -- transportation bottlenecks, shortages 

of skilled labor, power outages, communications problems, and 
bureaucracy. The exception is in the petroleum sector, where sub- 
stantial investment by U. S. firms is taking place. 


TRADE PROSPECTS 


Sudan currently represents a shrinking import market. Although 
the dollar value of imports has grown an average of 9% annually 
over the last five years, this masks a precipitous decline in the 
real volume of imports. The only exception to this generalization 
is consumer goods, where the volume of imports appears to have 
grown, in spite of an increase of 144% in the import price index 
from 1977/78 to 1980/81. This is mainly accounted for by swelling 
imports of wheat and sugar. All other general categories of 
imports -- intermediate goods, petroleum, and capital equipment -- 
have seen substantial real declines. U. S. market share has 
averaged 10.5% since 1975 and stood at 13% for 1980. 


U. S. exports to Sudan are led by wheat and wheat flour, which in 
1981 accounted for 51% of the total. Capital goods -- particularly 
agricultural machinery, some types of industrial machinery, and 
transportation equipment remain competitive areas for U. S. exports. 
Medium and large tractors, plows, harrows, cultivators, peanut 
planters and harvesters, pumps and water drilling equipment, and 
earthmoving machinery will be imported for the agricultural sector. 
Good opportunities may exist for suppliers of cane harvesters and 
other sugar field equipment as a project to rehabilitate public 





sector sugar plantations proceeds. In the industrial sector, 
equipment for food processing and agro-industries, particularly 

oil seeds crushing and processing, appears to present the best 
sales prospects for future years. Sales of transportation 
equipment, especially heavy trucks, have been strong. Construction 
of either a 25,000 b/d refinery at Kosti, or a Kosti-Port Sudan 
Pipeline, will generate large sales of equipment and services. On 
the services side, there are good opportunities for firms providing 
Oil field services. Consultants and engineering companies should 
investigate opportunities provided by Western and Arab aid pro- 
jects. Interested consulting firms should register with the 
Project Preparation Unit, Box 8147, El Amarat, Khartoum, Sudan. 


The most important factor in export sales to the Sudan is con- 
cessional financing. A number of sources exist: 


-- USAID. The Commodity Import Program, set at $100 million for 
FY 1982, finances imports of wheat, tallow, spare parts, electrical 
equipment, pumps, pharmaceuticals, chemicals, and industrial in- 
puts from the U. S. A $25 million PL-480 program finances further 
wheat and flour imports. These programs are projected to continue 
at roughly the same nominal level for some years to come. 


-- IBRD. World Bank Group commitments to Sudan total more than 
$700 million, of which $375 million is undisbursed. All IBRD pro- 
jects are tendered internationally and U. S. firms are generally 
competitive. $172 million has been committed to agricultural re- 
habilitation projects for the irrigated sectors which will finance 
imports of agricultural implements, earthmoving equipment, tractors, 
trucks, and pumps. 


-- Arab Sources. There is a significant amount of private and 
official investment from Arab sources. The Arab Authority for 
Agricultural Investment and Development, capitalized at $400 
million, is developing several private sector projects including 
poultry production, a dairy company, oilseeds processing, and a 
starch and glucose factory. A number of Arab private investors 
are involved in projects which will probably gain momentum in 
coming years. 


Where concessional financing is not available, sales are much more 
doubtful. Export-Import Bank financing and guarantees are not 
currently available for Sudan, nor is normal commercial credit from 
almost any source. Although demand for U. S. goods is strong, 
foreign exchange is usually not available locally. This is parti- 
cularly true following recent attempts to fix the price of foreign 





exchange in the free market, which have had the effect of drying 
up legitimate sources of dollars which were being used to finance 
imports. Many Sudanese firms and individuals, however, have 
access to foreign exchange abroad or generate it through export 
transactions. With the right Sudanese contacts, it is possible 
to make sales. Generally speaking, an active agent is necessary. 
The Economic/Commercial Section maintains extensive files on 
Sudanese firms and can help in selecting one. 


Information on trade opportunities in the Sudan is available from 
a number of sources. The Economic/Commercial Section of the U. S. 
Embassy in Khartoum reports regularly on significant tenders and 
trade opportunities. Copies of these reports are sent to 
Commercial Sections in Athens and Nairobi. Visitors are welcome. 
USAID and the Department of Commerce in Washington regularly 
publish information on commodity procurements and World Bank pro- 
jects. Two U. S. banks have a presence in Khartoum -- Citibank, 
N. A., (branch) and Chase Manhattan (Liaison Office). Finally, 
the Sudan - U. S. Business Council, which maintains offices in 
Washington, D. C., at the U. S. Chamber of Commerce, is a good 
source of information. 


INVESTMENT CLIMATE 


The Sudanese Government officially welcomes and encourages foreign 
investment, as part of a general policy of encouraging an expanded 
role for the private sector in the country's development. The 1980 
Investment Promotion Law provides a uniform code applicable to 
foreign and domestic investors. The law guarantees the right to 
repatriate profits and dividends and establishes a range of incen- 
tives, including tax holidays, which may be granted to investors. 
The Secretariat General for Investment in the Ministry of Finance 
and Economic Planning coordinates government approval of investment 
proposals. 


Politically, Sudan presents a relatively stable environment for the 
investor. The present government has been in power for 13 years, and 
its policies have evolved steadily toward a pro-Western, free market 
Orientation in domestic and foreign policy. The Sudanese political 
process is characterized by controlled competition of interest 

groups under the guidance of a strong, military-based executive. 
Violence is rare. Americans generally encounter an open and sincere 
hospitality, and most are impressed with the honesty and character 

of the Sudanese people. 


Unfortunately, Sudan's economic problems and the difficulties of 
operating here have kept foreign direct investment to a minimum, 
outside the specialized area of petroleum exploration. Scarcity 





of foreign exchange has led to difficulties in repatriation of 
profits, dividends and other payments, although experience 
varies from firm to firm. The lack of developed infrastructure, 
the scarcity of skilled manpower, lack of foreign exchange for 
imports of spares and industrial inputs, power shortages, and 
the slowness of bureaucratic procedures make operating here a 
challenge for any business. In spite of the problems, there is 
a long-term potential in Sudan, particularly in agro-industries, 
for firms which can afford to take the long view. Some U. S. 
companies are operating successfully in this area now. 








